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ost medical centers today acquire supplies, medications, and devices through group 

purchasing organizations (GPOs) rather than directly from a manufacturer. GPOs are 

intermediaries that catalog medical supplies so medical centers can purchase them from 

manufacturers. According to the American Hospital Association, 68% of hospitals used a 

GPO for their main purchasing needs in 2000, and by 2014, an estimated 98% of hospitals 

used a GPO.1 The nation’s largest GPO, Vizient Inc, claims to own 30% of the national market 

for all medical supplies, and, collectively, the 4 largest GPOs in the United States account for 

90% of the market for medical supplies. In this Viewpoint, we explore the role of GPOs in 

health care, concerns with their current payment structure, and potential solutions.

GPOs provide many benefits for hospitals. Since their inception in 1910, GPOs have simplified 

the way hospitals purchase supplies, ranging from bathroom items (eg, hand soap) to 

epinephrine vials. GPOs spare hospitals the work and expense of negotiating and contracting 

with hundreds of different manufacturers. GPOs instead offer hospitals a catalog of 

thousands of products and product training and support services to accompany some 

products. GPOs also have volume purchasing leverage to negotiate lower prices. Moreover, 

the ability of GPOs to list multiple comparable products in their catalogs can promote 

competition and reward innovation. However, there have been some concerns about how the 

current business model of GPOs may be undermining price competition and limiting hospital 

access to medical supplies.
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In 1972, Congress enacted the Anti-Kickback Statute as part of the Social Security Act 

Amendments that banned kickbacks, bribes, or rebates in return for furnishing items or 

services; the statute was intended to protect patients and federal health programs from the 

inherent conflict of interest. However, in 1987, group purchasers were granted an exception 

to the antikickback law, known as the safe harbor exemption. The exemption allowed 

creative strategies for GPOs to increase their profits. Today, GPOs ask manufacturers to pay 

them undisclosed vendor fees as a condition to have their products placed in the GPO 

catalogs. This issue can be problematic when GPOs go further and invite a manufacturer to 

pay a premium fee to become a sole supplier, allowing the manufacturer that is the highest 

bidder to essentially purchase market share, rendering hospitals and patients dependent on a 

single manufacturer’s supply chain. Hospitals in turn are sometimes asked to enter into 

contracts with GPOs that offer greater discounts for longer, more exclusive contracts.

One potential result of these contracting interactions is that only 1 or 2 manufacturers may 

be responsible for an entire regional or national supply chain. This reliance on a narrow 

supply chain can have an adverse effect on hospital inventories if a factory has production 

problems. A 2016 US Government Accountability Office study concluded that there was a 

strong association between critical drug shortages and a decline in the number of drug 

suppliers.2 Furthermore, GPOs were a significant focus in a US House of Representatives 

report on drug shortages, which stated that “the GPO structure reduces the number of 

manufacturers producing each generic drug.”3 This association between drug shortages and 

the number of drug suppliers was likely a contributing factor when hospitals faced a 

nationwide shortage of intravenous saline bags after Hurricane Maria made landfall in Puerto 

Rico and damaged the manufacturing plant of Baxter International, which has dominated the 

US saline bag market.4 Although there is limited evidence to support the direct link between 

GPOs and drug shortages, the vendor fee model of GPOs has the potential to create barriers 

to market entry for manufacturers by rewarding fewer, larger manufacturers and thus 

increasing dependence on fewer supply chains.

The modern GPO vendor fee model can also contribute to higher prices of medical supplies. 

Vendor fees create an added incentive for GPOs to consolidate market share in a smaller 

number of vendors who can then have monopoly power to set prices. Compounding this 

price inflation, a manufacturer may simply pass on its vendor fee cost to hospitals by raising 

the price of the product. Based on a 2014 survey of 1210 hospital executives, proponents of 

the current GPO vendor fee model claimed that 90% of hospital executives were satisfied 

with their GPO pricing and savings.5 However, in both the GPO purchasing model and 

alternative purchasing payments arrangements, the lack of price and quality information may 

result in market failures. For GPO purchasing, this lack of transparency makes it challenging Our website uses cookies to enhance your experience. By continuing to use our 
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for hospitals to discern which products are being sold with a significant price markup. This 

difficulty in discerning value can be further magnified when a product is new and does not 

have comparable products listed in GPO catalogs.

A 2009 study funded by the GPO industry trade group and involving a survey of materials 

management staff from 429 hospitals showed that hospitals reportedly save up to 18% on 

health care costs using a GPO compared with negotiating contracts on their own.6 However, 

the US Senate Finance Committee reported in 2010 that there was no empirical, peer-

reviewed data to support GPO industry claims that these organizations generate hospital 

cost savings.7 In addition, a 2011 study of 8100 hospital purchases not mediated through a 

GPO found that hospitals negotiated lower prices compared with GPOs in 3 of 4 purchases 

and had an average savings of 10%.8 The authors from that study concluded, in another 

report from 2010, that payments from manufacturers to GPOs inflated health care costs up 

to an estimated $37.5 billion annually, including an estimated $17.3 billion in government 

payments for Medicare and Medicaid.9

There are also instances in which the sole supplier contracting arrangements of GPOs may 

stifle innovation in medicine. For example, the technology company Masimo discovered this 

challenge when it developed a new type of pulse oximeter but was unable to sell the 

product through GPOs. Tyco International, the industry giant that had a majority share of the 

pulse oximeter market at the time, was paying vendor fees to GPOs to ensure market 

dominance.10 The GPOs continued to list the Tyco product and would not include Masimo’s 

product. Masimo eventually filed an antitrust lawsuit and won, enabling it to sell its product 

through GPOs.

Given concerns over anticompetitive practices, GPOs have taken several steps to improve 

transparency regarding their contracting practices. In response to concerns from a 2002 US 

Government Accountability Office report, GPOs created a voluntary membership association 

in 2005, the Healthcare Group Purchasing Industry Initiative, which developed an industry-

led code of conduct that defined ethical business practices. However, participation in the 

association is voluntary and no formal mechanism is in place to ensure industry-wide 

compliance with this code of conduct. Hospitals could have an effect on the GPO business 

model by favoring GPOs that embrace the Healthcare Group Purchasing Industry Initiative 

code of conduct.

Another potentially disruptive force in purchasing is the effect of large health systems. As 

hospitals merge, they are increasingly using their purchasing power to negotiate directly 

with some manufacturers and bypass GPOs. In most instances, the GPO price is the starting 

point for negotiation. For instance, the Johns Hopkins Health System recently started its own 
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GPO to obtain more competitive prices, a goal amplified by Maryland’s unique globally 

capitated payment model. Taking matters a step further, a recent venture by Intermountain 

Healthcare and a group of partnering hospitals seeks to bypass GPOs for the purchase of 

select drugs by directly acquiring generic drug manufacturers and vertically integrating the 

supply chain. These market activities suggest that some GPOs are not providing an optimal 

value proposition to hospitals.

GPOs can serve a valuable role in the purchasing of drugs and medical supplies; however, 

hospitals should consider several factors when selecting a GPO and the products that the 

GPO offers. These factors include the availability of comparable products and the reliability 

of the supply chain of a manufacturer. Nationally, the requirement for manufacturers to pay 

vendor fees to GPOs in order to be included in GPO product catalogs should be reevaluated, 

or, at a minimum, disclosed to hospitals. Lastly, to protect consumers from bearing the cost 

of vendor fees and kickbacks, policy makers should reevaluate the safe harbor laws 

exempting GPOs from antikickback statutes. More choices with honest prices and fair market 

practices promoting competition could result in lower prices, help reduce critical drug and 

supply shortages, and bring more innovative products to the bedside.

Corresponding Author: Martin A. Makary, MD, MPH, Johns Hopkins University, 600 N Wolfe 

St, Blalock 665, Baltimore, MD 21287 (mmakary1@jhmi.edu).

Published Online: October 18, 2018. doi:10.1001/jama.2018.13604

Conflict of Interest Disclosures: All authors have completed and submitted the ICMJE Form 

for Disclosure of Potential Conflicts of Interest and none were reported.

Healthcare Supply Chain Association. A Primer on Group Purchasing Organizations: 

Questions and Answers. Washington, DC: Healthcare Supply Chain Association. 

https://c.ymcdn.com/sites/www.supplychainassociation.org/resource/resmgr/researc

h/gpo_primer.pdf. Accessed July, 2018.

US Government Accountability Office. Drug Shortages: Certain Factors Are Strongly 

Associated With This Persistent Public Health Challenge. Washington, DC: US 

Back to topArticle Information 

References 

Advertisement

Our website uses cookies to enhance your experience. By continuing to use our 
site, or clicking "Continue," you are agreeing to our cookie policy | Continue

Page 4 of 7Group Purchasing Organizations, Health Care Costs, and Drug Shortages | JAMA | JA...

2018/10/19https://jamanetwork.com/journals/jama/fullarticle/2708613



3.

4.

5.

6.

7.

8.

9.

10.

Government Accountability Office; 2016. 

https://www.gao.gov/assets/680/678281.pdf. Accessed July 19, 2018.

Committee on Oversight and Government Reform. FDA’s Contribution to the Drug 

Shortage Crisis. Washington, DC: US House of Representatives; 2012. 

https://oversight.house.gov/wp-content/uploads/2012/06/6-15-2012-Report-FDAs-

Contribution-to-the-Drug-Shortage-Crisis.pdf. Accessed July 22, 2018.

Statement from Douglas Throckmorton, M.D., deputy center director for regulatory 

programs in FDA’s Center for Drug Evaluation and Research, on the agency’s response 

to ongoing drug shortages for critical products [news release]. Silver Spring, MD: US 

Food and Drug Administration; June 19, 2018. 

https://www.fda.gov/NewsEvents/Newsroom/PressAnnouncements/ucm611215.htm. 

Accessed July 23, 2018.

Burns  LR, Yovovich  R. Hospital Supply Chain Executives’ Perspectives on Group 

Purchasing: Results From a 2014 National Survey. Chicago, IL: Association for Health 

Care Resource & Materials Management; 2014. 

http://www.ahrmm.org/advocacy/issues-topics/pdfs/aha-ahrmm-wharton-survey-

results-102014.pdf. Accessed June 21, 2018.

Schneller  ES. The Value of Group Purchasing - 2009: Meeting the Needs for Strategic 

Savings. Scottsdale, AZ: Health Care Sector Advances Inc; 2009. 

https://www.supplychainassociation.org/wp-content/uploads/2018/05/schneller.pdf. 

Accessed August 2018.

Kohn LT. Group Purchasing Organizations: Research on Their Pricing Impact on Health 

Care Providers. Washington, DC: US Government Accountability Office; 2010. 

https://www.gao.gov/new.items/d10323r.pdf. Accessed July, 2018.

Litan  RE, Singer  HJ, Birkenbach  A.  An empirical analysis of aftermarket transactions 

by hospitals.  J Contemp Health Law Policy. 2011;28(1):23-38. 

PubMed Google Scholar

Litan  RE, Singer  HJ. Broken compensation structures and health care costs. Harvard 

Business Review. https://hbr.org/2010/10/broken-compensation-structures. October 

6, 2010. Accessed June 2018.

Hiltzik  M. Supply middlemen may leave hospitals ailing. Los Angeles Times. 

http://articles.latimes.com/2005/apr/14/business/fi-golden14. April 14, 2005. 

Accessed August 2018.

|

Our website uses cookies to enhance your experience. By continuing to use our 
site, or clicking "Continue," you are agreeing to our cookie policy | Continue

Page 5 of 7Group Purchasing Organizations, Health Care Costs, and Drug Shortages | JAMA | JA...

2018/10/19https://jamanetwork.com/journals/jama/fullarticle/2708613



See More About 

Clinical Pharmacy and Pharmacology Health Care Economics, Insurance, Payment

Pharmacoeconomics

New! JAMA Network Open is now accepting submissions. Learn more. 

You May Also Like 

Opinion 

Health Care Employment Growth and the Future of US Cost Containment 

Opinion 

National Shortages of Generic Sterile Injectable Drugs 

Research 
Norepinephrine Shortage and Mortality Among Patients With Septic Shock 

Select Your Interests

May 8, 2018

April 11, 2017

April 11, 2017

Advertisement

Our website uses cookies to enhance your experience. By continuing to use our 
site, or clicking "Continue," you are agreeing to our cookie policy | Continue

Page 6 of 7Group Purchasing Organizations, Health Care Costs, and Drug Shortages | JAMA | JA...

2018/10/19https://jamanetwork.com/journals/jama/fullarticle/2708613



Powered by

Others Also Liked 

You May Also Like 

The Shortage of Normal 
Saline in the Wake of 
Hurricane Maria

Economic Analysis of a 
Noninvasive Molecular 
Pathologic Assay for 
Pigmented Skin Lesions

Need for a Oncologic 
Comprehensive Cost of 
Care Task Force

PHYSICIAN JOBS

Find Critical Care Medicine Jobs 
Now

Supply chain coordination under vendor managed inventory-consignment stocking 
contracts with wholesale price constraint and fairness
International Journal of Production Economics 

Analytical framework for sustainable supply-chain contract management
International Journal of Production Economics 

Imagine there are no PBMs. It's easy if you try - STAT
STAT 

JAMA Internal Medicine |

Opinion | July 1, 2018 JAMA Dermatology |

Research |

September 1, 2018

JAMA Oncology | Opinion |

August 1, 2018

Our website uses cookies to enhance your experience. By continuing to use our 
site, or clicking "Continue," you are agreeing to our cookie policy | Continue

Page 7 of 7Group Purchasing Organizations, Health Care Costs, and Drug Shortages | JAMA | JA...

2018/10/19https://jamanetwork.com/journals/jama/fullarticle/2708613


